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FEDERAL ELECTION COMMIS S ION
"FEC R ep o rts  on F in a n c ia l  A c t iv i ty ,  1983-84, F in a l  R eport: P r e s id e n t ia l  P re-N om ination
Campaigns," th e  FEC's f i n a l  s t a t i s t i c a l  r e p o r t  on th e  1984 P r e s i d e n t i a l  p r im a ry
season, h a s  r e c e n t ly  been  re le a se d . T h is  r e p o r t  in c lu d e s  in fo rm a tio n  on 14 1984 
P r e s id e n t ia l  c an d id a te s  who each sp en t more th a n  $100,000 in  an e f f o r t  to  o b ta in  
t h e i r  p a r ty 's  nom ination . From th e  in c e p tio n  o f  t h e i r  cam paigns th ro u g h  12/31/85, 
th e s e  c a n d id a te s , a cco rd in g  to  th e  FEC, re p o r te d  r a i s in g  $138 m il l io n  and spending 
$137 m il l io n .  However, th e  EEC re p o r ts  t h a t  in  r e a l  d o l la r s ,  ( ta k in g  in to  accoun t 
t r a n s f e r s ,  lo a n  re p a y m e n ts , c o n t r i b u t i o n  r e f u n d s ,  and  r e b a t e s  r e c e iv e d ) ,  th e  
cam p a ig n s  a c t u a l l y  r a i s e d  $108 m i l l i o n  and  s p e n t  $107 m i l l i o n .  U sin g  th e s e  
a d ju s t e d  f i g u r e s ,  c o n t r i b u t i o n s  fro m  i n d i v i d u a l s  a c c o u n te d  f o r  60% o f  w h a t th e  
cam paigns r a is e d ,  F ed e ra l funds fo r  34%, and PAC c o n tr ib u tio n s  fo r  1.2%, acco rd ing  
t o  t h e  FEC r e p o r t .  The FEC a l s o  r e p o r t s  t h a t  lo a n s ,  o th e r  th a n  c a n d id a te  lo a n s , 
t o t a l l e d  $24 m il l io n ,  o r  17% o f  th e  i n i t i a l l y  re p o r te d  $138 m il l io n ,  ra is e d . As 
o f  12/31/85 , $4.3 m il l io n  was o u ts ta n d in g  t o  in d iv id u a ls  o r  len d in g  in s t i tu t io n s .  
Copies o f  th e  r e p o r t  a re  a v a i la b le  fo r  $1.00 from th e  FEC's P u b lic  Records O ffic e , 
999 E S t r e e t ,  N.W., W ash in g to n , D.C. 20463
FEDERAL HOME LOAN  BANK  BOARD
An a d d i t io n a l  premium f o r  FSLIC in su ra n ce  eq u al t o  one th ir ty - s e c o n d  o f  one p e rc e n t o f
t h e  t o t a l  am oun t o f  th e  a c c o u n ts  o f  t h e  in s u r e d  m em bers o f  e ac h  in s u r e d
i n s t i t u t i o n ,  a s  o f  3 /31 /86 , h a s  been a s se s se d  by  th e  F e d e ra l Home Loan Bank Board 
a s  t h e  o p e r a t i n g  h e a d  o f  FSLIC ( s e e  th e  6 /1 6 /8 6  F ed . Reg., pp. 2 1 8 0 4 -5 ). In  
g e n e r a l ,  t h e  b a s i s  f o r  t h e  i n c r e a s e d  a s s e s s m e n t  w as a  d e te r m in a t io n  t h a t  FSLIC 
w i l l ,  " in c u r  f u r t h e r  s u b s t a n t i a l  l o s s e s  and  e x p e n se s  i n  c a le n d a r  y e a r  1986" 
f o l lo w in g  on " s u b s t a n t i a l  l o s s e s  d u r in g  c a le n d a r  y e a r s  1981-1985 and th e  f i r s t  
q u a r t e r  o f  1986." The e f f e c t i v e  d a te  o f  t h i s  a c t i o n  i s  6 /1 0 /8 6 .  F o r f u r t h e r  
in fo rm a tio n  c o n ta c t Mary Creedon a t  202/377-6620.
OFF ICE OF MANAGEMENT AND BUDGET
A p p lic a tio n  o f  1985 income ta x  re fu n d s  to  unpaid  governm ent d e b ts  h a s  r e s u l te d  in  th e
reco v ery  o f  $135 m il l io n  from "hardcore  Government loan  d e fa u l te r s ,"  acco rd in g  to
a  re c e n t  j o in t  announcement from  OMB and th e  D epartm ent o f  E ducation . The fo u r 
o th e r  ag en c ie s  w hich p a r t i c ip a te d  in  th e  o f f s e t  program  w ith  E ducation  t h i s  y ea r 
w e re  t h e  V e te ra n s  A d m in i s t r a t io n ,  t h e  S m a ll B u s in e s s  A d m in is t r a t io n ,  th e  
D epartm ent o f  Housing and Urban Development, and th e  D epartm ent o f  A g ric u ltu re . 
L a s t January , OMB announced th e  750,000 in d iv id u a l  accoun ts  w ere b e in g  r e f e r r e d  to  
th e  I n te r n a l  Revenue S e rv ic e  fo r  o f f s e t ,  in v o lv in g  t o t a l  d eb t o f  $1.6 b i l l i o n .  Of 
th e  750,000 accoun ts r e f e r r e d ,  605,000 w ere u l t im a te ly  c e r t i f i e d  by IRS a s  b e in g  
cap ab le  o f  o f f s e t .  F o rty -o n e  p e rc e n t, o r  248,027 accoun ts, w ere a c tu a l ly  o f f s e t .  
Because many o f  th e  d e b ts , such a s  th o se  in v o lv in g  housing  and o th e r  l a r g e - d o l la r  
lo a n s ,  a r e  much l a r g e r  th a n  th e  a v e ra g e  r e fu n d , o n ly  a b o u t 10 p e r c e n t  o f  th e  
p o te n t ia l  d o l la r s  w ere reco v ered  in  t h i s  f i r s t  y e a r  o f  th e  o f f s e t  program . Such 
c a se s  w i l l  be c an d id a te s  fo r  r e f e r r a l  to  IRS ag a in  n ex t y e a r  i f  th e  d e b to r rem ains 
d e l in q u e n t .  The p ro g ram  w i l l  b e  expanded  n e x t  y e a r ,  w i th  th e  f i v e  f i r s t - y e a r  
a g e n c ie s  r e s u b m i t t in g  d e b t  n o t  s a t i s f i e d  a s  w e l l  a s  d e b t  from  a d d i t i o n a l  
p o r t f o l io s .  A lso , fo u r new ag en c ies  w i l l  be p a r t i c ip a t in g  — J u s t i c e  (c r im in a l 
f i n e s  and  p e n a l t i e s ) ;  P u b l ic  H e a l th  S e r v ic e  ( e d u c a t io n  lo a n s  t o  d o c to r s ,  n u r s e s  
and  o t h e r  h e a l t h  p r o f e s s i o n a l s ) ;  D e fen se  (d e b t due from  fo rm e r  s e rv ic e m e n  and 
women t h a t  s t i l l  owe on pay a llo w an ces  and r e -e n l is tm e n t  bonuses), and T reasu ry  
(Bureau o f  th e  M int, a d m in is tr a t iv e  overpaym ents). N o tices  from  a l l  n in e  ag en c ies  
t o  ap p ro x im ate ly  2 m il l io n  lo an  h o ld e rs  who a re  d e lin q u e n t in  t h e i r  repaym ents 
w i l l  be m a iled  w ith in  th e  n e x t month, o f f e r in g  th e  o p p o rtu n ity  to  s a t i s f y  th e  d eb t 
and  a v o id  o f f s e t  n e x t  y e a r .  T h is  y e a r  su ch  n o t i c e s  p ro m p ted  o v e r  50 ,000 
in d iv id u a ls  v o lu n ta r i ly  t o  repay  $30 m il l io n  in  o rd e r  to  avo id  r e f e r r a l  t o  IRS.
SECURITIES AND EXCHANGE CO MMIS S I ON
" . . .a l l  f r a u d u le n t s e c u r i t i e s  a c t i v i t i e s  -  in c lu d in g  in s id e r  t r a d in g  -  amount t o  a
f r a c t io n  o f  1% o f  th e  m u l t i - b i l l io n s  o f  d o l la r s  o f  c o rp o ra te  and governm ent
s e c u r i t i e s  t h a t  t r a d e  d a i ly  in  A m erica," acco rd in g  t o  te s tim o n y  by  SEC Chairman
John S.R. Shad b e fo re  a  C ongressiona l Subcom m ittee on 6 /18 /86 . T h is h e a rin g  was 
convened by th e  House Subcom m ittee on Telecom m unications, Consumer P ro te c tio n  and 
F inance t o  focus on " in s id e r  tra d in g "  and, a cco rd in g  to  i t s  Chairman Rep. Timothy 
E. W ir th  (D-CO), w i l l  b e  fo l lo w e d  b y  an  a d d i t i o n a l  h e a r in g  in  J u l y  t o  r e c e iv e  
te s t im o n y  from  r e p r e s e n t a t i v e s  o f  th e  New Y ork S to c k  E xchange. I n  h i s  o p e n in g  
s ta te m e n t, Rep. W irth  commended SEC Chairman Shad, Enforcem ent D ire c to r  Gary Lynch 
and  th e  C om m ission  a s  a  w h o le  on r e c e n t  s u c c e s s e s  and "on th e  s u c c e s s  o f  y o u r 
e n t i r e  program  t o  combat in s id e r  tra d in g ."
Rep. W irth  th en  tu rn e d  t o  tw o a s s e r t io n s  o f  o th e r  u n sp e c if ie d  so u rces  w ith  
which he  l a t e r  d isag reed . He to o k  ex cep tio n  to  a  v iew  th a t  th e re  i s  n o th in g  wrong 
w i th  i n s i d e r  t r a d i n g  -  t h a t  i t  h a rm s  no one and " s im p ly  m akes th e  m a rk e ts  m ore 
e f f ic ie n t ."  He a ls o  d iscu ssed  th e  p ro p o s it io n  o f  o th e rs  t h a t  in s id e r  t r a d in g  i s  
p e r v a s iv e  and  t h a t  t h e  SEC i s  " v i r t u a l l y  p o w e r le s s  t o  s to p  i t . "  Rep. W ir th  
s t a t e d :  " In  my v iew , tw o  v e ry  im p o r ta n t  m e ssa g es  h a v e  em erged  fro m  th e  r e c e n t  
c a s e s  w h ich  an sw e r th e s e  a s s e r t i o n s .  F i r s t ,  i t  i s  c l e a r  t h a t  th e  SEC c an  make 
th e  b ig  c a s e . A long w i th  th e  p r i n t e r s  and  cab  d r i v e r s  and  th e  c o r p o r a te  
o f f i c i a l s ,  th e  SEC can f in d  and p ro se cu te  in v estm en t bankers, a n a ly s ts  and o th e r  
m arket p ro fe s s io n a ls . And th e  SEC h as shown t h a t  i t  can reach  th o se  who a tte m p t 
t o  c o n c e a l  t h e i r  i l l e g a l  a c t i v i t y  th ro u g h  o f f - s h o r e  a c c o u n ts  and  who, in  th e  
p a s t ,  have tra d e d  w ith  im pun ity  and w ith o u t d e te c t io n  beh ind  th e  s h ie ld  o f  fo re ig n  
sec re cy  law s. Second, in  d is c u s s io n s  I  have had w ith  o f f i c i a l s  a t  many s e c u r i t i e s  
f irm s  d u rin g  th e  p a s t  month, i t  i s  c le a r  t h a t  th ey  un d ers tan d  t h a t  in s id e r  t ra d in g  
by  members o f  th e  in d u s try  underm ines th e  ve ry  c r e d i b i l i t y  o f  th e  in d u s try  i t s e l f  
-  w i th  t h e i r  c o r p o r a te  c l i e n t s ,  and  w i th  th e  m i l l i o n s  o f  p u b l i c  i n v e s t o r s  upon 
whom th e y  re ly . These f irm s  do n o t, and sim p ly  cannot, wink a t  in s id e r  tra d in g . 
They m u s t a c t i v e l y  se e k  t o  p r e v e n t  i t .  V i r t u a l l y  e v e ry  f i r m  i s  t a k in g  a  f r e s h  
lo o k  a t  i t s  own i n t e r n a l  p ro c e d u re s .  I  b e l i e v e  t h a t  w h a t w i l l  em erge from  th e  
ev en ts  o f  r e c e n t  months and from  th e  SEC's c o n tin u in g  in q u iry  w i l l  be  an in d u s try  
w i th  an  even  s t r o n g e r  r e s o lv e  t o  p r e v e n t  i n s i d e r  t r a d i n g .  F o r h i s  p a r t ,  SEC 
Chairman Shad exp ressed  a p p re c ia t io n  fo r  th e  g e n e ra lly  com plim entary  s ta te m e n ts  by 
th e  S u b co m m ittee  M embers and s t a t e d  t h a t  th e  SEC was n o t  a p p e a r in g  b e f o r e  th e  
Subcom m ittee to  re q u e s t a d d i t io n a l  re so u rce s  o r  l e g is la t io n .
TREASURY, DEP ARTMENT OF
A djusted  g ro ss  income re p o r te d  by in d iv id u a l income ta x  f i l e r s  exceeded $2 t r i l l i o n
fo r  th e  f i r s t  tim e  in  1984 and le d  to  an 11 p e rc e n t in c re a se  in  t o t a l  income tax , 
a c c o rd in g  t o  a  r e c e n t  r e l e a s e  from  th e  IRS. P r e l im in a r y  d a ta  f o r  1984 t a x  
r e t u r n s ,  a c c o rd in g  t o  th e  IRS, show i te m iz e d  d e d u c t io n s  f o r  i n t e r e s t  and  t a x e s  
p a i d  i n c r e a s e d  b y  m o re  t h a n  15 p e r c e n t  o v e r  1 9 8 3 's  d e d u c t i o n s .  The 
c h a r a c te r i s t i c s  o f  th e se  r e tu rn s  a re  d e sc rib e d  in  th e  1986 sp r in g  is s u e  o f  th e  IRS 
q u a r t e r l y  p u b l i c a t i o n ,  " S t a t i s t i c s  o f  Incom e B u l l e t i n ."  A n o th e r s tu d y  in  t h i s  
r e p o r t  shows th a t  1983 non taxab le , h ig h  income r e tu rn s  reached  th e  h ig h e s t  le v e l  
i n  r e c e n t  h i s t o r y .  O f th e  198,608 ta x  r e t u r n s  w i th  a d ju s t e d  g r o s s  incom e o f  
$200,003 o r  more, 321 had no income ta x  l i a b i l i t y  t o  e i t h e r  th e  U.S. o r  a  fo re ig n  
government. The 321 non taxab le  re tu rn s  fo r  1983 a re  up from 109 re tu rn s  in  1982. 
N o n ta x a b le , h ig h  incom e r e t u r n s  r e p r e s e n te d  u n d e r  1 /4  o f  1 p e r c e n t  o f  a l l  h ig h  
incom e r e t u r n s .  T h is  i s s u e  o f  th e  B u l l e t i n  a l s o  p r o v id e s  a  c l o s e r  a n a l y s i s  o f  
re c e n t p a r tn e r s h ip  s t a t i s t i c s ,  in c lu d in g  a  more com plete  p ic tu r e  o f  th e  im pact o f  
t a x  s h e l t e r  a c t i v i t i e s ,  and  a  r e p o r t  on th e  c o n t in u e d  d e c l i n e  i n  th e  c ru d e  o i l  
w in d fa l l  p r o f i t  tax . The " S t a t i s t i c s  o f  Incom e B u l l e t i n , "  P u b l i c a t i o n  1136, i s  
a v a i la b le  from  th e  S u p erin ten d en t o f  Documents, U.S. Government P r in t in g  O ffice , 
W ashington, D.C. 20402. The annual s u b s c r ip t io n  r a t e  i s  $20 and th e  s in g le  is su e  
r a t e  i s  $5.50.
TREASURY,  DEPARTMENT OF
N o tices  t o  ta x p ay e rs , e n fo rc in g  th e  $50 p e r  r e tu r n  p e n a lty  f o r  f i l i n g  c e r t a in  1984
in fo rm a tio n  r e tu r n s  w ith o u t c o r r e c t  tax p ay e r i d e n t i f i c a t i o n  numbers (TINs), have
been r e c e n t ly  m a iled  by  th e  IRS. T h is  p e n a lty  i s  a  p ro v is io n  o f  th e  I n t e r e s t  and 
D iv id en d  Tax C o m p lian ce  A c t o f  1983. The IRS m a ile d  n o t i c e s  t o  3 ,4 0 0  p a y e r s  o f  
i n t e r e s t  and d iv id en d  income who f i l e d  la rg e  numbers o f  in fo rm a tio n  r e tu rn s  w ith  
i n c o r r e c t  TIN s. Each n o t i c e  c o n ta in s  a  m a g n e t ic  t a p e  l i s t  o f  t h e  p a y e r 's  
in f o r m a t io n  r e t u r n s  w i th  i n c o r r e c t  TINs and  a  p u b l i c a t i o n  e x p la in in g  how t o  
i n t e r p r e t  t h e  l i s t  and  p r o v id in g  th e  r e l e v a n t  r e g u l a t i o n s .  The n o t i c e s  a l s o  
in c lu d e  an  a f f i d a v i t  w h ich  p a y e r s  m u st u se  t o  c e r t i f y  co m p ly in g  w i th  th e  
r e g u l a t i o n s ,  th u s  r e q u e s t in g  a  w a iv e r  o f  th e  $50 p e n a l t y  f o r  e ac h  l i s t e d  
in fo rm a tio n  re tu rn . The IRS a ls o  h a s  s t a r t e d  send ing  s im i la r  n o tic e s  t o  700 la rg e  
volume p ay ers  o f  i n t e r e s t  and d iv id en d  income who f i l e d  in fo rm a tio n  r e tu rn s  fo r  
ta x  y e a r 1984 w ith  m iss in g  o r  o b v io u s ly  in c o r r e c t  payee TINs.
SPECIAL: AICPA PANEL APPEARS BEFORE DINGELL SUBCOMMITTEE ON  ACCOUNTING OVERS I GHT
"The p ro fe s s io n  i s  a c t in g  c o n sc ie n tio u s ly  and re sp o n s ib ly  to  m eet p u b lic  e x p ec ta tio n s"
acco rd in g  to  AICPA P re s id e n t P h i l ip  B. Chenok in  te s tim o n y  b e fo re  th e  House Energy
and Commerce O v ersigh t and In v e s t ig a t io n s  Subcom m ittee on 6 /19 /86  in  W ashington, 
D.C. A p p e a rin g  b e f o r e  th e  S u b co m m ittee  in  a  h e a r in g  w h ich  w as d e s c r ib e d  a s  
"P roposa ls  fo r  Im proving th e  Perform ance o f  Independent A u d ito rs  under th e
F e d e ra l S e c u r i t ie s  Laws, E s p e c ia l ly  in  th e  A rea o f  D e tec tin g  and D isc lo s in g
F in a n c ia l  F raud," Mr. Chenok t e s t i f i e d  as  a  p a r t  o f  a  p an e l w hich in c lu d ed  AICPA 
C h a irm a n -E le c t  J .  M ich a e l Cook, G eorge D. A n d erso n , C h airm an , AICPA S p e c ia l  
Com m ittee on S tandards o f  P ro fe s s io n a l Conduct fo r  CPAs, and Theodore C. Barreaux, 
AICPA V ice  P re s id e n t-W a s h in g to n . Mr. Chenok b eg an  h i s  te s t im o n y  by  i n d i c a t i n g  
t h a t  h e  w ou ld  a d d r e s s  th e  i n i t i a t i v e s  u n d e r ta k e n  by  th e  AICPA and o th e r s  t o  
en h an ce  th e  e f f e c t i v e n e s s  o f  in d e p e n d e n t a u d i t s ,  s p e c i f i c a l ly  th o se  which have 
b e en  u n d e r ta k e n  s in c e  Mr. C henok 's  l a s t  a p p e a ra n c e  b e f o r e  th e  S u b co m m ittee  
a p p ro x im a te ly  one y e a r  p r i o r .  He d e t a i l e d  th e  a c t i v i t i e s  o f  th e  N a t io n a l  
C om m ission  on F r a u d u le n t  F in a n c ia l  R e p o r t in g  ("T readw ay C om m ission"), an  
in d e p e n d e n t  c o m m iss io n  w hose c r e a t i o n  was s p e a rh e a d e d  b y  th e  AICPA. As t o  
i n t e r n a l  c o n t r o l s ,  Mr. Chenok s t a t e d :  "We a r e  d e v e lo p in g  re c o m m en d a tio n s  t h a t  
w i l l ,  among o th e r  th in g s , d e a l w ith  th e  scope o f  th e  a u d i to r 's  s tu d y  o f  in te r n a l  
c o n tro ls  and th e  q u e s tio n  o f  p u b lic  re p o rtin g ."  He went on to  o u t l in e  th e  work o f  
a  s p e c ia l  " e a r ly  warning" ta s k  fo rce  w hich would, by th e  F a l l ,  is s u e  a  r e p o r t  on 
th e  w ays t o  im p ro v e  p r e s e n t  d i s c l o s u r e  o f  th e  r i s k s  and u n c e r t a i n t i e s  f a c in g  a  
b u s in e s s .
O th e r  a r e a s  c o v e re d  b y  Mr. Chenok in c lu d e d  a  p e n d in g  r e v i s i o n  o f  th e  AICPA 
g u id e , " A u d its  o f  G overnm ent C o n t r a c to r s ,"  g u id a n c e  on th e  a u d i t  o f  lo a n  lo s s  
re s e rv e s , r i s k s  in  c e r ta in  governm ent s e c u r i t i e s  t r a n s a c t io n s ,  and shopping fo r  
a c c o u n tin g  p r i n c i p l e s .  T u rn in g  t o  r e c e n t l y  im p le m e n te d  c h a n g e s  i n  t h e  
p ro fe s s io n 's  s e l f - r e g u la to r y  program , Mr. Chenok s ta t e d  t h a t  s te p s  had been tak en  
to  c l a r i f y  th e  freedom  o f  th e  P u b lic  O v ersig h t Board to  o p e ra te  w ith in  th e  scope 
o f  i t s  c h a r te r  w ith o u t th e  need to  seek  AICPA ap proval; t h a t  th e re  w ere re v is io n s  
in  p e e r  rev iew  s tan d a rd s , in s t r u c t io n s ,  and c h e c k l is ts ;  t h a t  s tan d a rd s  fo r  second- 
p a r t n e r  r e q u i r e d  re v ie w  h ad  b e en  s t r e n g th e n e d  and  e x te n d e d  and  t h a t  th e  
req u irem en t t o  r e p o r t  l i t i g a t i o n  in v o lv in g  SEC r e g i s t r a n t s  to  th e  SECPS S p e c ia l 
I n v e s t i g a t i o n s  C om m ittee  h ad  b e en  e x te n d e d  t o  encom pass a d d i t i o n a l  f i n a n c i a l  
i n s t i t u t i o n s .  AICPA C h a irm a n -E le c t  J .  M ich ae l Cook t e s t i f i e d  t h a t  th e  p r im a ry  
r e s p o n s ib i l i ty  fo r  th e  d e te c t io n  o f  frau d  r e s t s  w ith  th e  board s  o f  d i r e c to r s  and
a u d i t  c o m m itte e s , n o t  t h e  a u d i t o r s .  He e m p h a s iz e d  th e  in d e p e n d e n t  a u d i t o r ’s  
r e s p o n s ib i l i ty  t o  th e  p u b lic  b u t s ta t e d  t h a t  th e  r e s p o n s ib i l i ty  t o  r e p o r t  i l l e g a l  
a c t i v i t i e s  t o  g o v e rn m en t r e g u l a t o r s ,  w h a t h e  c h a r a c t e r i z e d  a s  t h e  " e x t e r n a l  
r e s p o n s i b i l i t y , "  r e s t s  w i th  t h e  c o r p o r a te  b o a rd s  o f  d i r e c t o r s .  Mr. Cook a l s o  
s ta t e d  t h a t  th e  AICPA would soon recommend t o  th e  SEC t h a t  a u d i to r s  f u l l y  d is c lo s e  
t h e  r e a s o n s  f o r  w ith d ra w in g  fro m  an  en g ag em en t. O th e r  te s t im o n y  fro m  M e ss rs . 
Cook, Andersen, Chenok and B arreaux recommended t h a t  th e  Subcom m ittee abandon HR 
4886, Rep. Ron Wyden's b i l l  e n t i t l e d  th e  "F in a n c ia l Fraud D e tec tio n  and D isc lo su re  
A c t o f  1986" and  d i s a g r e e d  w i th  a  r e c e n t  P r i c e  W ate rh o u se  p r o p o s a l  t h a t  a  
s ta tu to r y  s e l f - r e g u la to r y  o rg a n iz a tio n  i s  n e ce ssa ry  o r  d e s ir a b le .  In  summation, 
Mr. Chenok s t a t e d  t h a t  th e  p ro fe s s io n  i s  c o n tin u in g  t o  s tu d y  a l l  a re a s  a f f e c t in g  
th e  p ro fe s s io n  and i f  a p p ro p r ia te , would be w i l l in g  to  make changes th ro u g h  th e  
system  w hich th e  p ro fe s s io n  had e s ta b lis h e d .
P r io r  to  th e  appearance o f  th e  AICPA p a n e l, th e  Subcom m ittee h e a rd  te s tim o n y  
from U.S. C o m p tro lle r G eneral C h arles  A. Bowsher. In  h i s  p re p a red  s ta te m e n t, Mr. 
Bowsher l i s t e d  fo u r m ajor a re a s  "where th e  p u b lic  ex p ec ts  im provem ents t o  b e  made" 
and  w h ere  h e  b e l i e v e d  th e  p r o f e s s i o n  s h o u ld  t a k e  a c t i o n .  He l i s t e d  t h e s e  a s  
p r o v id in g  b e t t e r  d i s c l o s u r e  an d  e a r l y  w a rn in g s  r e g a r d in g  th e  c o n d i t io n s  o f  
com panies t h a t  a re  in  p re c a r io u s  s i t u t a t i o n s ;  im proving i t s  e f f o r t s  in  d e te rm in in g  
w hether com panies a re  com plying w ith  law s and re g u la t io n s ;  making su re  in te r n a l  
c o n t r o l s  and  a c c o u n tin g  s y s te m s  a r e  i n  p la c e  t h a t  w i l l  h e lp  p r e v e n t  f r a u d  and  
m ism anagem en t i n  t h e  c o m p an ies  b e in g  a u d i te d ;  and  re d u c in g  t h e  s e c r e c y  t h a t  
s u r ro u n d s  th e  p e e r  r e v ie w  p r o c e s s  and  m aking  i t  m a n d a to ry  f o r  a l l  p u b l i c  
acco u n tin g  f irm s  th a t  a u d i t  p u b lic  c o rp o ra tio n s  and governm ent e n t i t i e s .  In  th e  
q u e s t io n  and  a n sw e r s e s s i o n  t h a t  fo l lo w e d , Mr. B ow sher re sp o n d e d  t o  i s s u e s  o f  
m a te r ia l i ty ,  th e  "key r e la t io n s h ip "  b e tw e e n  a u d i t o r s ,  t h e  a u d i t  c o m m itte e s  and  
b o a rd s  o f  d i r e c t o r s ,  i n t e r n a l  c o n t r o l s ,  and  l e g a l  l i a b i l i t y .  Mr. B ow sher a l s o  
s ta t e d  h i s  v iew  th a t  th e  p ro fe s s io n  w asn 't changing f a s t  enough, w here in d u s t r ie s  
a r e  i n  t r a n s i t i o n .  He d id  n o t  e n d o rs e  a  l e g i s l a t i v e  a p p ro a c h  s t a t i n g  h e  w as 
unsure  and t h a t  a  l o t  would depend on th e  "key components o f  w hat th e  p ro fe s s io n  
does." O ther w itn e sse s  a t  t h i s  h e a r in g  in c lu d ed  Jam es C. Treadway, J r . ,  Chairm an, 
N a t io n a l  C om m ission  on F r a u d u le n t  F in a n c i a l  R e p o r t in g  and  J o s e p h  E. C onner, 
C hairm an  and  S e n io r  P a r tn e r ,  P r i c e  W a te rh o u se . An a d d i t i o n a l  h e a r in g  i n  t h i s  
s e r i e s  w i l l  b e  h e ld  on Monday, 6 /2 3 /8 6  a t  10 :00  a.m. i n  Room 2123 o f  t h e  R ayburn  
House O ffic e  B u ild ing . W itnesses fo r  t h i s  h e a r in g  w i l l  in c lu d e  SEC Chairman John 
S.R. Shad, SEC C h ie f  A c c o u n ta n t, A. C la re n c e  Sam pson, an d  C h ie f  A c c o u n ta n t, SEC 
Enforcem ent D iv is io n , R obert Sack.
For fu r th e r  in fo rm ation  contact Nick Nichols o r  Sh irley  Hodgson a t  202/872-8190.
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